AUTHENTICATED
U.S. GOVERNMENT
INFORMATION

GPO

National Credit Union Administration

§704.18 Fidelity bond coverage.

(a) Scope. This section provides the fi-
delity bond requirements for employ-
ees and officials in corporate credit
unions.

(b) Review of coverage. The board of
directors of each corporate credit
union shall, at least annually, care-
fully review the bond coverage in force
to determine its adequacy in relation
to risk exposure and to the minimum
requirements in this section.

(c) Minimum coverage; approved forms.
Every corporate credit union will
maintain bond coverage with a com-
pany holding a certificate of authority
from the Secretary of the Treasury. All
bond forms, and any riders and en-
dorsements which limit the coverage
provided by approved bond forms, must
receive the prior written approval of
NCUA. Fidelity bonds must provide
coverage for the fraud and dishonesty
of all employees, directors, officers,
and supervisory and credit committee
members. Notwithstanding the fore-
going, all bonds must include a provi-
sion, in a form approved by NCUA, re-
quiring written notification by surety
to NCUA:

(1) When the bond of a credit union is
terminated in its entirety;

(2) When bond coverage is termi-
nated, by issuance of a written notice,
on an employee, director, officer, su-
pervisory or credit committee member;
or
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(3) When a deductible is increased
above permissible limits. Said notifica-
tion shall be sent to NCUA and shall
include a brief statement of cause for
termination or increase.

(d) Minimum coverage amounts. (1) The
minimum amount of bond coverage
will be computed based on the cor-
porate credit union’s daily average net
assets for the preceding calendar year.
The following table lists the minimum
requirements:

Minimum
Daily average net assets bond

(million)
Less than $50 Million .......cccvvveeereeeeeeeceeeeeeens $1.0
$50-$99 million ....... 2.0
$100-$499 million 4.0
$500-$999 million ... 6.0
$1.0-$1.999 billion .. 8.0
$2.0-$4.999 billion .. 10.0
$5.0-$9.999 billion .. 15.0
$10.0-$24.999 billion . 20.0
$25.0 illion PIUS ...eeeeneeereeieieeeeeeeseeeeieieene 25.0

(2) It is the duty of the board of di-
rectors of each corporate credit union
to provide adequate protection to meet
its unique circumstances by obtaining,
when necessary, bond coverage in ex-
cess of the minimums in the table in
paragraph (d)(1) of this section.

(e) Deductibles. (1) The maximum
amount of deductibles allowed are
based on the corporate credit union’s
core capital ratio. The following table
sets out the maximum deductibles, ex-
cept that in each category the max-
imum deductible shall be $5 million:

Core capital ratio

Maximum deductible

Less than 1.0 percent
1.0-1.74 percent ....
1.75-2.24 percent ..
Greater than 2.25 percent ...

7.5 percent of the sum of retained earnings and paid-in capital.

10.0 percent of the sum of retained earnings and paid-in capital
12.0 percent of the sum of retained earnings and paid-in capital.
15.0 percent of the sum of retained earnings and paid-in capital.

(2) A deductible may be applied sepa-
rately to one or more insuring clauses
in a blanket bond. Deductibles in ex-
cess of those showing in this section
must have the written approval of
NCUA at least 30 calendar days prior to
the effective date of the deductibles.

(f) Additional coverage. NCUA may re-
quire additional coverage for any cor-
porate credit union when, in the opin-
ion of NCUA, current coverage is insuf-
ficient. The board of directors of the
corporate credit union must obtain ad-

ditional coverage within 30 calendar
days after the date of written notice
from NCUA.

[62 FR 12938, Mar. 19, 1997, as amended at 67
FR 65657, Oct. 25, 2002]

§704.19 Wholesale corporate credit
unions.

(a) General. Wholesale corporate cred-
it unions are subject to the preceding
requirements of this part, except as set
forth in this section.
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(b) Earnings retention requirement. A
wholesale corporate credit union must
increase retained earnings if the prior
month-end retained earnings ratio is
less than 1 percent.

(1) Its retained earnings must in-
crease:

(i) During the current month, by an
amount equal to or greater than the
monthly earnings retention amount; or

(ii) During the current and prior two
months, by an amount equal to or
greater than the quarterly earnings re-
tention amount.

(2) Earnings retention amounts are
calculated as follows:

(i) The monthly earnings retention
amount is determined by multiplying
the earnings retention factor by the
prior month-end moving daily average
net assets; and

(ii) The quarterly earnings retention
amount is determined by multiplying
the earnings retention factor by mov-
ing daily average net assets for each of
the prior three month-ends.

(3) The earnings retention factor is
determined as follows:

(i) If the prior month-end retained
earnings ratio is less than 1 percent
and the core capital ratio is less than 3
percent, the earnings retention factor
is .15 percent per annum; or

(ii) If the prior month-end retained
earnings ratio is less than 1 percent
and the core capital ratio is equal to or
greater than 3 percent, the earnings re-
tention factor is .0756 percent per
annum.

(4) The OCCU Director may approve a
decrease to the earnings retention
amount set forth in this section if it is
determined a lesser amount is nec-
essary to avoid a significant adverse
impact upon a wholesale corporate
credit union.

(5) Operating management of the
wholesale corporate credit union must
notify its board of directors, super-
visory committee, OCCU Director and,
if applicable, the state regulator within
10 calendar days of determining the re-
tained earnings ratio has declined
below 1 percent. If the decline in the
retained earnings ratio is due in full or
in part, to a decline in the dollar
amount of retained earnings and the
retained earnings ratio is not restored
to at least 1 percent by the next month
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end, a retained earnings action plan is
required to be submitted within 30 cal-
endar days.

(6) The retained earnings action plan
must be submitted to the OCCU Direc-
tor and, if applicable, the state regu-
lator and, at a minimum, include the
following:

(i) Reasons why the dollar amount of
retained earnings has decreased;

(ii) Description of actions to be taken
to increase the dollar amount of re-
tained earnings within specific time
frames; and

(iii) Monthly balance sheet and in-
come projections, including assump-
tions for the ensuing 12-month period.

[62 FR 12938, Mar. 19, 1997, as amended at 67
FR 65657, Oct. 25, 2002]

EFFECTIVE DATE NOTE: At 75 FR 64844, Oct.
20, 2010, §704.19 was revised, effective Jan. 18,
2011. For the convenience of the user, the re-
vised text is set forth as follows:

§704.19 Disclosure of executive and director
compensation.

(a) Annual disclosure. Corporate credit
unions must annually prepare and maintain
a disclosure of the compensation, in dollar
terms, paid to its most highly compensated
employees, in accordance with the following
schedule:

(1) For corporate credit unions with forty-
one or more full time employees, disclosure
is required of the compensation paid to the
five most highly compensated employees;

(2) For corporate credit unions with be-
tween thirty and forty-one full time employ-
ees, disclosure is required of the compensa-
tion paid to the four most highly com-
pensated employees;

(3) For corporate credit unions with thirty
or fewer full time employees, disclosure is
required of the compensation paid to the
three most highly compensated employees;
and

(4) In all cases, compensation paid to the
corporate credit union’s chief executive offi-
cer must also be disclosed, if the chief execu-
tive officer is not already included among
the most highly compensated employees de-
scribed in paragraphs (a)(1) through (a)(3) of
this section.

(b) Availability of disclosure. Any member
may obtain a copy of the most current dis-
closure, and all disclosures for the previous
three years, on request made in person or in
writing. The corporate credit union must
provide the disclosure(s), at no cost to the
member, within five business days of receiv-
ing the request. In addition, the corporate
must distribute the most current disclosure
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to all its members at least once a year, ei-
ther in the annual report or in some other
manner of the corporate’s choosing.

(c) Supplemental information. In providing
the disclosure required by this section, a cor-
porate credit union may also provide supple-
mentary information to put the disclosure in
context, for example, salary surveys, a dis-
cussion of compensation in relation to other
credit union expenses, or compensation in-
formation from similarly sized credit unions
or financial institutions.

(d) Special rule for mergers. With respect to
any merger involving a corporate credit
union that would result in a material in-
crease in compensation, i.e., an increase of
more than 15 percent or $10,000, whichever is
greater, for any senior executive officer or
director of the merging corporate, the cor-
porate must:

(1) Describe the compensation arrange-
ment in the merger plan documents sub-
mitted to NCUA for approval of the merger,
pursuant to §708b of this part; and

(2) In the case of any federally chartered
corporate credit union, describe the com-
pensation arrangement in the materials pro-
vided to the membership of the merging
credit union before the member vote on ap-
proving the merger.

§704.20 Limitations on golden para-
chute and indemnification pay-
ments.

(a) Definitions. The following defini-
tions apply for this section:

(1) Board means the National Credit
Union Administration Board.

(2) Benefit plan means any plan, con-
tract, agreement or other arrangement
which is an “employee welfare benefit
plan” as that term is defined in section
3(1) of the Employee Retirement In-
come Security Act of 1974, as amended
(29 U.S.C. 1002(1)), or other usual and
customary plans such as dependent
care, tuition reimbursement, group
legal services or cafeteria plans; pro-
vided however, that such term does not
include any plan intended to be subject
to paragraphs (a)(4)(iv)(C) and (E) of
this section.

(3) Bona fide deferred compensation
plan or arrangement means any plan,
contract, agreement or other arrange-
ment whereby:

(i) An institution-affiliated party
(IAP) voluntarily elects to defer all or
a portion of the reasonable compensa-
tion, wages or fees paid for services
rendered which otherwise would have
been paid to the IAP at the time the
services were rendered (including a
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plan that provides for the crediting of
a reasonable investment return on such
elective deferrals) and the corporate
credit union either:

(A) Recognizes compensation expense
and accrues a liability for the benefit
payments according to Generally Ac-
cepted Accounting Principles (GAAP);
or

(B) Segregates or otherwise sets aside
assets in a trust which may only be
used to pay plan and other benefits, ex-
cept that the assets of such trust may
be available to satisfy claims of the in-
stitution’s or holding company’s credi-
tors in the case of insolvency; or

(ii) A corporate credit union estab-
lishes a nonqualified deferred com-
pensation or supplemental retirement
plan, other than an elective deferral
plan described in paragraph (a)3)(i) of
this section:

(A) Primarily for the purpose of pro-
viding benefits for certain IAPs in ex-
cess of the limitations on contributions
and benefits imposed by Sections 415,
401(a)(17), 402(g) or any other applicable
provision of the Internal Revenue Code
of 1986 (26 USC 415, 401(a)(17), 402(g)); or

(B) Primarily for the purpose of pro-
viding supplemental retirement bene-
fits or other deferred compensation for
a select group of directors, manage-
ment or highly compensated employees
(excluding severance payments de-
scribed in paragraph (4)(ii)(E) of this
section and permissible golden para-
chute payments described in §704.20(d);
and

(iii) In the case of any nonqualified
deferred compensation or supplemental
retirement plans as described in para-
graphs (a)(3)(i) and (ii) of this section,
the following requirements will apply:

(A) The plan was in effect at least
one year prior to any of the events de-
scribed in paragraph (a)(4)(ii) of this
section;

(B) Any payment made pursuant to
such plan is made in accordance with
the terms of the plan as in effect no
later than one year prior to any of the
events described in paragraph (a)(4)(ii)
of this section and in accordance with
any amendments to such plan during
such one year period that do not in-
crease the benefits payable thereunder;
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